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KOREA KEY ECONOMIC INDICATORS: 





All values in U.S. $million 
and represent period averages 
unless otherwise indicated 





; 1/ 
Exchange Rate: US$1.00=484.0 Estimate— 


As of 3/30/79 ae 1977 _—_—s_—éséd 978 6% Change 1979 


INCOME, PRODUCTION, EMPLOYMENT 

GNP at Current Prices 34,406 45,983 33.6 58,628 
GNP at Constant (1975) Prices 255155 28,292 1233 30,838 
Per Capita GNP, Current Prices 944 1.242 3156 L339 
Plant & Equipment Investment, 

Current Prices 3,943 6,163 ae 8,000 
Personal Income, Current Prices 26,245 34,643 x 43,996 
Indices: (1975=100) 

Industrial Production 155.6 191.4. 235.6 
Avg. Labor Productivity aay 27 130.6 141.0 
Avg. Industrial Wage 14755 236.4. 299.8 
Labor Force (Thous.) 13,440 1359352 ‘é 14,422 
Avg. Unemployment Rate (%) 3.8 32 Bey 


MONEY AND PRICES 

Money Supply 2/ 4,489 5,607 ; 6,925 
Interest Rates (Commercial Banks) 16.2 17.0 16.5 
Indices: (1975=100) 

Wholesale Price 12252 136.0 ‘ 151.5 
Consumer Price, all cities 127..0 145.3 . 165.6 


Balance of Payments and Trade 
Gold & For. Exch. Reserves 2/ 4,306 4,937 5,961 
External Debt 2/ 3/ 8,792 10,687 21.6 12,862 
Annual Debt Service 3/ 1,382 1,906 37.9 2,040 
Annual Debt Service Ratio(%) 3/ 10.6 162 - 935 
Balance of Payments 4/ 15325 861 -35.0 600 
Balance of Trade (FOB) -477 -1,813 - -2,500 
Exports, FOB 5/ 10,047 12,712 26.5 15,500 
U.S. Share 3,119 4,058 30.1 4,960 
Imports, CIF 5/ 10,811 14,972 38.5 18,600 
U.S. Share 2,447 3,043 24.4 4,000 





Major Imports from U.S. in 1978: (In millions of Dollars) Grain, $478 raw cotton, $430; 
Electrical Products, $304; Non-Electrical Machinery, $368; Scrap Iron, $129; Chemicals, 
$150; Logs and Lumber, $114; Raw Hides & Skins, $174; Transport Equipment, $174. 


Footnotes: 1/ EPB & Embassy estimates. 2/ Data are for end of period. 
3/ Embassy estimates. Includes payments on all debt (of one year and 
more maturity) as % of total exports of goods and services. 
4/ Basic balance. 5/ Customs Clearance basis. 


Sources: Bank of Korea, Economic Planning Board, and Ministry of Finance. 





SUMMARY 


As a result of a 14.4 percent increase in consumer prices on an average annual 
basis in 1978 (16.4 percent from December 1977 to December 1978), the Korean 
government has adopted a "stabilization" policy for the coming year. 
Inflation will be reduced to the 12 percent rate by monetary, fiscal, and 
other policies, but adverse factors as increased energy and raw material 
costs could prevent reaching the 12 percent goal. In the meantime, 

plans for the development of the country's leadership in ten selected 
industries by 1986 are progressing. Within the foreign trade sector, Japan 
continues to increase its market share despite higher costs. Although there 
are some difficult economic problems at present, Korea continues to be a 
potentially strong market for future U.S. exports and attractive investment 
opportunities are growing. END SUMMARY. 


I. ECONOMIC SITUATION & TRENDS 


Stabilization: The Keynote for 1979 


After 3 consecutive years of double digit growth (1976-14.2 percent; 

1977 - 10.5 percent and 1978 - 12.5 percent), the ROKG has announced its 
intention "to stabilize" the economy in 1979 and has projected a real GNP 
growth rate of 9 percent. In his New Year's message the Deputy Prime 
Minister, Economic Planning Minister Shin Hyon-Hwack, stated that top 
priority would be given to stabilization, but that the government would 
continue to seek sustained economic growth in order to develop the country 
into a highly advanced industrial society in the coming decade. 


Principal stabilization policy measures are a continued tight monetary policy 
and a balanced fiscal policy. The money supply (M-1) grew by only 24.9 percent 
in 1978 after increasing by 40.7 percent in 1977, and 30.7 percent in 1976. The 
plan is to limit the money supply increase to around 24 percent again in 1979. 
With respect to fiscal policy, the government plans to attain a surplus of 

300 billion won ($620 million) in its overall financial accounts. In 1978, as 

a result of higher than expected tax collections and effective controls over 
government expenditures, a surplus of 85.6 billion won ($177 million) was 
recorded. 


Other policy measures include a review of price controls and reduction of 
monopoly-oligopoly items under control; increased production and imports of 
agro-fishery products to meet growing domestic demand (domestic demand is 
projected to increase 5 percent annually until 1990); increased investment in 
light industry; and limiting wage increases to the rise in consumer prices plus 
increases in productivity. In addition, increased emphasis is being placed on 
private savings along with a reduction in private consumption outlays. 

It is hoped these measures will result in reducing inflation to about 12 percent 
as measured by the GNP deflator and 10 to 12 percent as measured by the wholesale 
and consumer price index. It should be noted, however, that these targets were 
adopted before the Iranian crisis and growing shortages of oil. The latter may 
result in higher than anticipated oil and other energy costs. 
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Another aspect of the government's stabilization policy is to incur large trade 
deficits in order to restrict the inflow of foreign assets into the monetary 
base and increase supply in light of rising domestic demand. Korea experienced 
a $1.8 billion dollar trade deficit in 1978 and plans, at a minimum, a $2.5 
billion deficit in 1979. This deficit may, in fact, be considerably larger as 
a result of rising oil prices and increases in worldwide commodity and raw 
material costs. The trade deficit could, therefore, rise to $3-4 billion in 
1979, but projected service receipts and capital inflows plus large foreign 
exchange reserves, $4.9 billion at the end of 1978, should cushion any adverse 
effects. Over the longer run, however, the country will have to accelerate 

its export expansion to meet growing import demands. Exports in 1979 are pro- 
jected to grow by 22 percent to $15.5 billion; the original import goal was 

$18 billion with a current account deficit of $1.4 billion. 


It is too early to ascertain any definite trends for 1979. Early indicators show 
exports up 8.7 percent in January to $840 million, and 21.8 percent in February 
to $1,001 million. Imports (FOB) showed strong gains of 36 percent in January 


and 58 percent in February. Domestically, the government's stabilization 
policies may need to be worked out in time. The money supply was up .5 

percent for the first 2 months of the year; but while consumer prices rose 

only .8 percent in January they increased by 3.5 percent in February. Problems 
related to higher energy and raw material import costs still have to be met. 
Even under the most favorable circumstances, the chances of reaching the 

12 percent inflation goal are unlikely until the second half. Nevertheless, 
real economic growth for the year should be between 8.5 and 9 percent with 
domestic demand, leading the expansion. Investment should slow down to 

about half the 56 percent rate recorded in 1978. 


Development of Strategic Export Industries 


The Ministry of Commerce and Industry announced in early January a program to 
develop ten industries, including steel production, machinery, automobiles, 
petrochemicals and electronics, to attain the $50 billion goal for exports by 
1986. To support these projects the government is expected to inject $4.6 
billion in investment funds into facility expansion projects over the next 
several years. 


The target for the iron and steel industry is 20,600,000 tons in annual 
production capacity by 1986 with the country ranking 10th in the world. 
Capacity at the end of 1978 stood at 7.6 million tons. However, demand for 
iron and steel products is expected to grow faster than domestic supply, and 
the plan foresees continued imports for the foreseeable future. Closely 
related to the growth of the ferrous metal industry are expansion in machinery, 
shipbuilding and automobiles. The goal is for machinery exports to reach $10 
billion in 1986 as the nation's major export industry. Major producers will 
include: Hyundai, Daewoo, Samsung Heavy Industry, Tae Han Heavy Machinery and 
Hyosung Heavy Industry. Electrical power equipment and heavy construction 
machinery as well as machine tools will be stressed. 


Korea expects to become the fifth major shipbuilder by 1986 with annual capacity 
of 6.5 million G/T and ninth ranking in automobile production with a capacity of 
2 million units. Exports of ships are projected at $2.2 billion and automobiles 





at $1.4 billion. Hyundai is expected to dominate both industries. In order 
to expand automobile exports, efforts will be made to develop a front 
wheel drive model, including a combination diesel-gasoline engine. 


Exports of electronic items is projected to reach $9 billion in 1986 of which 
62 percent will be consumer products and industrial equipment and 38 percent 
components. Special efforts will be made to develop and expand the semi- 
conductor and small computer segments of the industry. The petrochemical 
industry is another "technological" industry expected to grow. It has a 
total annual production capacity of 1.5 million tons, and ranks tenth in 

the world. Major products will include LD and HD polyethylene, caprolactam, 
VCM, and EDC. Here smooth supplies of raw materials must be ensured. 


Other less glamorous, but major industries considered strategic are cement 
with an annual production capacity ot 4U million tons and sixth largest in the 
world; ceramics with $500 million in exports; and non-ferrous metals where the 
goal is to obtain self-sufficiency in refining and production of copper, lead, 
zinc and, possibly, aluminum ingot. 


The textile industry will continue its preeminence as a strategic industry. 
Korea's goal is to become the number one world textile exporter with 

$10 billion in exports and 10 percent of the world market share in 1986. 
The industry will be restructured on a more capital and technological 
basis, with production evenly divided among yard, fabrics and garments. 
Capacity will be expanded and old facilities will be replaced. This 

will result in an expanded market for spindles, automatic knitting 
machines, and dying facilities. 


Trade Patterns Hold Steady 


There were few surprises in trade statistics for 1978. The most noticeable, 
however, was the increase in Japan's market share from 36.3 percent to 39.9 
percent as a result of a 52 percent gain in that country's exports to Korea. 
Although at first glance it might appear that this was the result of higher 

unit costs following yen revaluation, a closer analysis indicates that about 

one half of the increase was the result of higher values but the other half 
represents increased volume. Especially large gains in Japanese exports to 

Korea were recorded in non-electrical machinery (84 percent); transport equipment 
(133 percent) and iron and steel products (37 percent). Japanese market share 

in all these items is well over 50 percent. 


The U.S. market share, in contrast, declined 2.3 percentage points to 20.3 
percent as a result of only 24 percent growth in exports to Korea. Nearly 
six-tenthsof this gain does represent a rise in "real" exports, but still 
remains less than the increase by Japan. Major U.S. exports continue to be 
commodities rather than manufactured goods: grain, raw cotton, scrap iron, 
rawhides and skins, and logs and lumber. In capital equipment as electrical 
and non-electrical machinery, the United States' market shares are 25 and 14 
percent respectively. 





Table Korean Imports by Major Items from World, U.S. and Japan-1978 


CIF* 
$ Million 


__% Change from 1977 


Commodity World U.S. Japan . World 


Grain 492 478 - 97. a 
Textiles 987 451 349 45. ds 
(Raw Cotton) (447) (430) (-) (96. 
Electrical Machinery 1,201 304 694 25. 

and Equipment 
Non-Electrical Machinery 29305 368 1535 14. 
Iron and Steel Products i269 158 872 a2. 
incl. Scrap Iron 
(Scrap Iron) (173). (429) (49). (74. 
Raw Hides & Skins, Leather 350 174 119 49. 
Transport Equipment 1,095 174 630 15>. 
Logs and Lumber 667 114 11 ivi 
Sugar and Molasses 177 1 - 
Crude Oil 2,187 - - 
Chemicals and Chemical Products 1,073 150 648 14.0 
Others 2,943 671 1 23...) (2320 
TOTAL 14,972 3,043 5,981 20.3 


— 


(10.3) (-19. 
41,.5.' 29. 
54.0 133. 
4255: (37s 


25.0 
46.2 
24.4 


UNDFArFOWW WO 


* Customs clearance basis. 
a/ U.S. share to the items imported from World. 


With 60 percent of Korea's imports coming from Japan and the United States, market 
shares of other countries remain small. Saudi Arabia--the country's principal 
oil supplier--ranks third followed by Kuwait, Germany, Australia and Indonesia. 


Non-electrical machinery, showing a 70 percent growth in 1978, edged out crude 
petroleum as the nation's number one import with iron and steel products, electrical 
machinery and transportation equipment all demonstrating above-average gains last 
year. These items, together with certain materials as electrolytic copper, aluminun, 
chemicals and petrochemicals, are expected to dominate Korean imports in 1979. To 
ensure future supplies, the government is supporting firms’ efforts to develop 
resources abroad and long-term supply contracts. 


The United States remains Korea's principal market abroad, taking 32 percent of the 
country's exports. Japan remains the second largest market with a 21 percent share 
followed by Saudi-Arabia, Germany, the United Kingdom and Hong Kong. In contrast to 
several previous years, exports to Middle East countries showed little growth in 1978; 
exports to Saudi Arabia grew by only 7 percent while those to Kuwait actually declined 
by 0.4 percent. Best export gains last year were to Germany (up 38 percent), 
Netherlands (35 percent) and U.K. (30 percent). 





At $3.7 billion in 1978, textiles remain Korea's primary export, comprising nearly 
30 percent of the total. Electrical and electronic products are second at about 10 
percent at $1.2 billion. Other major exports are iron and steel products ($939 
million), ships ($801 million) footwear ($726 million) and fish products ($639 
million). Above-average growth was recorded in ships (up 51 percent), luggage (47 
percent), non-electrical machinery (50 percent), rubber tires and tubes (45 percent) 
and footwear (44 percent) during 1978. Declines were noted in exports of cement 
(down 8.4 percent as a result of a government ban during part of the year to meet 
domestic needs); fish products (minus 8 percent) and petroleum products (down 67 
percent). 


Little change is foreseen in either the composition of Korean exports or principal 
markets for the next few years. Despite growing protectionist pressures, the 

United States, Japan and EC countries will continue to receive the bulk of Korea's 
exports although growth rates are expected to continue to decline. In the longer 
run, both the composition and direction of Korean exports are seen to shift to assist 
the industrialization of other LDC's as the country's machinery and heavy industry 
develops further. Automobiles and petrochemicals are also projected to play 
increasing roles in Korea's future export drive. 


Investment Outlook Remains Good 


For the most part, Korea's economic development has been financed by long-term foreign 
loans, public and commercial. As of the end of 1977 a total of $9,761 million in 
loans had been received since 1959, of which $2,284 million were repaid, leaving an 
indebtedness of $7,477 million. Of the above totals $3.9 billion were public loans, 
including $1.4 billion from international financial institutions, and $5.8 billion 
commercial loans, principally from the U.S., Japan and EEC countries. According 

to preliminary palance of payments figures for 1978, Korea obtained $783 million in 
public loans and $1,698 million in commercial loans for a total $2,481 million of 
long-term capital imports. The target for 1979 is $2.4 billion in public and $1.0 
billion in commercial loans on a commitment basis. 


Foreign investment arrivals between 1962 and 1978, on the other hand, have amounted 
to only $872 million. Although understated, since this amount excludes re-invested 
earnings, direct investment still amounts to only about 10 percent of foreign 

capital induced into the country's development. The largest foreign investor has 
been Japan at $531 million (61 percent) followed by the United States at $162 million 
(18 percent). European countries at $87 million have provided close to 10 percent. 
Manufacturing has dominated, accounting for 79 percent of total foreign investments. 


For the past 2 years, foreign direct investment arrivals have amounted to about 

$100 million a year; and a similar sum is projected for 1979. In the early days the 
dominant areasfor foreign investment were textiles, toys and other light, labor 
intensive industries. More recently, especially since 1977, the pattern has changed 
to more capital and technological industries as machinery, electronics and petro- 
chemicals. The Korean Government is especially interested in attracting investments 
in these fields as well as in general and specialized engineering and in small-medium 
industries producing materials, parts and components. 





In order to induce expanded investment, the government has recently removed or 
relaxed the export requirements of foreign invested firms. All foreign invested 
companies will have at least some access to the domestic market. There is a good 
possibility that the Foreign Capital Inducement Law may be revised in 1979. 
Changes are likely to give preferential treatment to selected "heavy industries" 
and those involving advanced technology imports. Existing tax privileges -- 
exemption from corporate, property, and acquisition taxes for the first 5 years 
and a 50 percent reduction over the following 3 years -- may be modified to 

cover only investment in heavy chemical and machinery industries. 


Investors should give more attention to the possibilities of investment in 
Korea. In addition to a growing domestic market now open, industrialization 
in Korea is providing an increasingly attractive base for manufacturers to 
exploit the markets opening in East Asia. Many European firms reportedly 
are giving attention to this development in considering possible investments 
in Korea. Other attractions include a well educated and highly motivated 
labor force, improved infrastructure, and stability. 


II. IMPLICATIONS FOR THE UNITED STATES 


There seems to be no doubt that during 1979 and beyond there will be a continued 
expansion of Korea's imports as a result both of policy and of needed goods and 
equipment to fuel the country's planned industrial expansion. A large proportion 
of these needs will be for the strategic export industries described above. The 
only question is what percentage of these import requirements will be purchased 
from the United States, and what percentage from competing countries, including 
especially Japan whose share of the total market continues to increase. 


Because of the expanding market in Korea, many opportunities exist in 
a wide number of sectors for American exporters willing to make the 
effort to penetrate it. 


Among the product categories which should have particular potential for incremental 
U.S. export sales to Korea in the immediate future are metalworking and finishing 
machinery, construction and mining equipment, process control instrumentation, 
materials handling equipment, power generation, transmission and distribution 
equipment, medical equipment and systems, computers and peripheral equipment, 
scientific and laboratory instrumentation, textile and apparel machinery, and 
electronics industry production and test equipment. Advanced technology of all 
kinds is in constant demand, partly as a means of upgrading and increasing the 
competitiveness of goods manufactured locally for export, and partly because of the 
incentives and preferential treatment given to investors which import high 
technology. Of lesser magnitude but nevertheless growing in significance are 
markets for a wide range of consumer goods. There is also a growing demand for 

raw materials, chemicals, agricultural products and other non-manufactured products. 
Infrastructure projects create constant demand for a variety of goods and services. 
In short, there is hardly an American exporter who can afford not to investigate 
Korea as a potential market. 


In recognition of the increasing number of trade opportunities in Korea, and as 
a means of reinforcing the President's program to strengthen the U.S. export 





capability, Korea has been selected by the Department of Commerce for a 
particular "Country Action Campaign" for the period 1979-81, which will 
include a greatly expanded export promotion event program in Korea. A number 
of major solo exhibitions are planned, with a variety of industrial themes, 

as well as trade missions, seminars, and catalog shows. Among the solo 
exhibitions tentatively planned are those featuring mining and construction 
equipment, computers, industrial instruments, marine industries and machine 
tools. In addition, the excellent facilities of the U.S. Trade Center in 

Seoul will continue to be available for individual companies wishing to stage 
exhibits or seminars to introduce their products or technology to this country. 


In short, despite some problems identified above, the Korean economy continues 
to boom, and the country remains one of the best potential markets in.the world 
for U.S. exports. American manufacturers and exporters should remain in close 
contact with the U.S. Department of Commerce and its Field Officesto assure 
that they do not miss opportunities to participate in the many events planned 
for Korea during the coming period. 
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